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KEY ECONOMIC INDICATORS: REPUBLIC OF CHINA 


All values in million US$ unless otherwise specified; 
exchange rate as of February 18, 1975: US$1.00=NT$38.00 


A B Cc p2/ p2/ 


Rt of 
Item : 1973 1974 1975 Change Growth 


Income, Production, Employment 

GNP at Current Prices (12/31) 10,226 13,802 14,401* : 23:5 
GNP at Constant 1971 Prices (12/31) 8,621 8,673 8, 916* 3 5. 
Per Capita GNP Current Prices (US$) (12/31) 659 874 896* ‘ 19. 
Fixed Capital Investment (12/31) 2,672 3,984 4,283* ; 30. 
Indices: (Base Year) = 100 

Industrial Production (1971) (12/31) 144. 142. 

Agricultural Production (1971) (12/31) 107. 108. 105.7* 

Avg. Labor Productivity (1973) (10/31) 100. 104. 118.9* 

Avg. Manuf. Wage (1971) (10/31) 132. 192. 216. 9* ‘ 
Employment (1,000 persons) (12/31) 5,327 5,488 5,521* 0. 
Avg. Rate Unemployment (%) (12/31) 3. 4%% 5: 5.0** n. 


Money and Prices 
Money Supply (12/31) 2,130 2,279 2,876 26. 
Public Debt Outstanding (12/31) 256 204 193 -5. 
External Debt Incl. Undisbursed (12/31) 1,850** 2,555** 2,723%* 6. 
External Debt Service Ratio (9/30) 5.6 4.5 7.8% na. 
Interest Rate (Comm'l, Prime) (%) (12/31) 13.25 14.75 13.75 -6. 
Indices (Base Year)=100 
Wholesales Prices (1971) (12/31) 128.34 180.41 171,26 =5, 
Urban Consumer Prices (1971) (12/31) 111.42 164.31 172-590 «=~5: 


Balance of Trade and Payments 
Gold & Foreign Exchange Reserves (12/31)3/ 1,878 1,853 1,830 -l. 


Balance of Payments (9/30)4/ 510 -252 143% nea. nea. 
Balance of Trade (12/31) 691 -1,327 -611* N.a. n. 
Exports (12/31) 4,483 5,639 5,328 -5. 23. 
U.S. Share (12/31) 1,679 2,037 1,823* -10. Ls 
Imports (12/31) 33792 6.966 5,932* -14. Bo. 
U.S. Share (12/31) 953 1,680 1,649* -l. 49. 


Main imports from U.S. (10 mos. 1975) (US$ million): Farming Products, 318; Machinery, 
290; Electrical & Electronic Mach. & Apparatus, 149; Chemicals, 125; Textile Materials, 
103; Transportation Equipment, 64; Iron & Steel, 62; Dyestuff, Medicines, Fertilizer & 
Essential Oil, 23; Pulp & Paper, 19; Non-ferrous Metals, 17; Plastic Materials, 14. 


Footnotes: 

1 C/same cumulative portion of B. All calculations on basis of prevailing exchange 
rate of US$1.00=NT$38 except for gold & foreign exchange reserves, see 3/ below. 

2/ Arithmetic average growth rate for period indicated (full years 1973, 1974 and 1975 
in most cases). 

3/ Originally expressed in NT$ and converted at foreign exchange rate prevailing at 
each time period indicated. Same rule applies to trade data furnished by the 
Customs in NT$ denomination. 

4/ Denoting overall balance of payments. 

* Official preliminary *k Unofficial estimate 

n.a. = not attempted or not. available 
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The ROC economy in 1975 began to recover slowly from the worldwide reces- 
sion which had adversely affected it from the middle of 1974. In1975 a 
GNP growth in real terms of about 2.8% was achieved inflation remained 
essentially a non-problem, foreign exchange reserves held firm, and trade 
picked up rapidly in the last quarter. Government policies were well 
matched to the economic situation and provided stable conditions internally 
while resumed foreign demand in the second half of the year provided signifi- 
cant stimulus. While trade for the year decreased by 11% below 

1974 to a total of $11.25 billion, the deficit also shrank, falling from 
$1.3 billion in 1974 to $611 million. Although investment approvals de- 
creased by 38%, to $118 million versus $189 million in 1974, the investment 
climate remained favorable. 


Prospects for 1976 are encouraging. GNP growth in real terms is projected 
at 6.4%, with industry leading the way at about 8%. With the continuing 
upswing in the ROC economy, demand for imports of U.S. industrial equip- 
ment and supplies and raw materials should strengthen during the coming 
period. The government's interest in moving the country's industry onto a 
high technology base over the next years will provide good sales opportuni- 
ties in a wide range of fields. END SUMMARY 


CURRENT ECONOMIC SITUATION AND TRENDS 


ROC Economy Recovers Slowly in 1975 


The Republic of China has reason to be satisfied with the performance of 

its economy in 1975. While GNP growth in real terms was a modest 2.82, 
inflation was not a problem, foreign exchange reserves remained substantial 
and by the end of the year trade was picking up at a good pace, as was employ- 
ment. The economy of the ROC is very sensitive to conditions in the United 
States, its largest customer, and simultaneous with the resumption of growth 
there at the end of the second quarter in 1975, industrial production on 
Taiwan turned positive and continued an upward trend for the rest of the year. 


For the year as a whole the industrial production index was 5.1% over 1974 
with two sectors not closely related to trade, construction and utilities, 
showing the highest rates of expansion, at 19.4% and 11.4%, respectively. 
Manufacturing began to expand by mid-year and on the average for the 12- 
month period showed a growth rate of 3.8%. The strongest individual industry 
was chemicals, which achieved a growth of 26.7% over 1974, and textiles was 
next at 25.5%. Other important industries, however, fell so far behind during 
the first half of the year and began their recovery so late that their average 
position for the whole year remained negative. This applied to the electrical 
and electronic products and metal manufacturing industries, which experienced 
reductions of 10.3% and 2.9% respectively. Only 3 million TV sets were manu- 
factured in 1975 compared to 4 million in 1974, for a reduction of 25%. 
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Agriculture did not participate in the overall economic growth of 1975, 
experiencing instead a decline of 2.4% in total production. Only the 
fisheries sector, which is more or less independent of domestic weather 

and market conditions, showed a positive growth of 11.4%. Forestry pro- 
duction declined by 10.5%, animal production by 9.4% (due to increases 

in feed prices in 1974 and large scale imports of beef and mutton) and 

crops by 2.6%. However, in-the latter category, there was a slight increase 
in brown rice production of 1.7% over the previous year, to 2,494,000 
metric tons, while production of other crops decreased, mainly due to bad 
weather. 


Government Policies and Renewed Foreign Demand Fuel Recovery 


In the face of dwindling foreign demand for ROC products during the second 
half of 1974 and early 1975, the ROC Government continued stimulative mea- 
sures, including reduced interest rates. These measures, together with 
the cumulative effect of earlier tax reductions, resulted in an increase 
in the money supply and relieved the working capital shortages of some 
firms. These measures also promoted steadily increasing borrowing from 
the banks throughout the year, with total loans amounting to NT$3.25 billion 
on December 31, or 30.4% more than at the end of 1974. However, interest 
rates were still sufficiently high to maintain strong interest in savings, 
which increased 27.4% in the same period, thus providing the impetus for a 
high rate of capital formation. The continued emphasis on the 10 major 
projects also bolstered domestic demand. 


By the second half of the year, foreign demand began to revive, obviating 

the need for further government actions and, in fact, requiring some re- 
straint on the monetary side to avoid unnecessarily aggravating inflationary 
tendencies. No further interest rate reductions were made and NT$1.6 billion 
worth of development bonds were floated, both to meet the needs of the 10 
major projects and also to absorb some of the rapidly increasing money supply. 


By matching government actions to domestic and foreign business conditions, 
inflation was kept under control. Wholesale prices decreased 5% from their 
1974 level while consumer prices increased only 5% and the preliminary GNP 
deflator has been calculated at 1.5%. This represented a major achievement in 
the face of a money supply increase of 26.2% during the year. The relative 
stability of prices made it possible to hold increases in manufacturing costs 
within reasonable limits, in spite of a 13.6% increase in the average manu- 
facturing wage, and meet foreign competition in the international market 

place with very modest export price increases. The export unit price index 
rose only 4.2% during the year. 


Volume of Trade Increasing by Last Quarter--Deficit Shrinks 


The value of the ROC's total trade on a customs basis decreased in 1975 by 
11%, to $11.25 billion, from the peak of $12.6 billion in 1974. However, 
imports dropped off by 14.8% while exports decreased only 5.6%, with the 
result that the trade deficit decreased by 54% to $611 million from $1,326 
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million the previous year. Even more significant for the trade oriented 

ROC economy, however, is the fact that by the last quarter trade was in- 
creasing at a very healthy rate with total exports for the month of December 
setting a new record of $589.4 million. This may indicate that Taiwan's 
products are still competitive in the world market. Foreign exchange re- 
serves have remained substantial, declining only 1.3% below the December 
1974 level to $1.83 billion, since the trade deficit was almost completely 
offset by long and short term capital movements. In January 1976 total 
trade experienced a seasonal reduction from the previous month, but exports 
moved ahead of imports to produce the first trade surplus on a monthly basis 
since March 1974. 


These developments indicate that the government's policies to overcome the 
recession and combat inflation were probably correct and have at least 
temporarily reduced the pressure for devaluation of the New Taiwan dollar. 


The most important change in the ROC's trading pattern in 1975 was a modest 
shift away from heavy dependence on the US and Japan as markets, with their 
combined share reduced from 51.1% in 1974 to 47.5% in 1975. The highest 
growth in exports was to Arab countries, rising 60% over 1974, a trend which 
the ROC is anxious to continue. 


Investment Approvals Down But Climate Remains Favorable 


Investment approvals for 1975 declined by 38% below the 1974 level, totaling 
$118 million versus $189 million in the previous year. The reduction was 
accounted for primarily by decreased investment from Japanese and overseas 
Chinese investors. The former received approval for investments worth $23 
million (40% below 1974) and the latter $47 million (down 412%). On the other 
hand, US investors increased their activities in the ROC during the year, 
obtaining approval for investments worth $41 million, or 6% more than in the 
previous year. The lower level of investments flowing in from Japan appears 
to be more a function of the general conditions in that country than the 
economic situation in the ROC. 


Although the ROC is not expecting an increase in foreign investment in 1976, 
an inflow of the level reached in 1975 would be sufficient to supplement 
local entrepreneurship and serve as a vehicle for continued importation of 
technology and managerial skills. Since the basic economic conditions remain 
stable and provide a fruitful ground for investment and since the government 
remains highly receptive, and responsive to, foreign investment, there is 
reason to believe foreign firms will continue to seek approval for expansion 
of existing facilities and entirely new ones. 


Continued. confidence in the economy of the ROC is exhibited by the inter- 
national banking community. Loans with terms up to 6 years are being 
arranged to support further industrialization. Examples include the $50 
million provided to Union Carbide early in February by several US banks to 
support the construction of two related plants, one to make ethylene glycol 
and the other industrial gases. The US Export Import Bank also in February 
announced the approval of a $21.6 million direct loan and a $10.8 million 
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guarantee to support the exportation of $54 million worth of US equipment 
to the Directorate General of Communications for the expansion of the 
telephone network. The government is proceeding with its plans to develop 
the money market by issuing NT$1.5 billion in development bonds and pro- 
viding a renewed supply of treasury bills (NT$200 million). The first 
money market brokerage company has just been organized with government 
participation through the Bank of Taiwan. Two more such companies are in 
the process of formulation. 


1976 Should be a Good Year 


Leading economists and government officials are mildly optimistic about 

the prospects for 1976. One factor that weighs heavily in their calcula- 
tions is the economic recovery taking place in the United States and to 

a lesser degree in other industrialized countries. The annual economic 
development plan for the year projects a GNP growth rate in real terms of 
6.4%, with industry growing the fastest at 8%, then transportation and 
communications at 6.3%, services at 6% and agriculture at 3%. Manufacturing 
is expected to make the greatest contribution to industrial growth, increas- 
ing 8.3% with utilities at 8% and construction at 7.7%. The textile in- 
dustry should register the greatest increase in production while industries 
such as electrical and electronic products also doing very well. Substantial 
foreign orders have already been received by firms in these fields. Three 
components of the agricultural sector should increase production in 1976--crops 
by about 2.5% (including rice with production scheduled to rise by about 6% 
to 2.7 million tons), livestock by 9.5% and fisheries by 2.4%. Forestry 
production is scheduled to fall again this year, as it did last, mainly 

as a result of conservation measures. The total volume of trade is expected 
to increase by 16%, rising to a value on a customs basis (imports--CIF and 
exports--FOB) of $13.07 billion, assuming exports worth $6.31 billion (up 
18.5%) and imports worth $6.76 billion (up 14%), which would leave a trade 
deficit of $450 million. Special measures are being undertaken to make 
these predictions come true, including the strengthening of trade offices 
abroad, more trade missions, and special government studies of the new US 
Generalized System of Preferences to identify product lines in which ROC 
manufacturers might be able to benefit from duty free treatment, together 
with government assistance in adapting to the new lines. 


In the meantime, the ROC may lose some ground to inflation as the general 

price level is projected to rise about 6.4% during the year, in spite of 
continued monetary restraint on the part of the government, including the 
achievement of a large budget.surplus. The contractionary effect of the 

sale of up to NT$7.1 billion* in government development bonds (NT$3.1 billion 
already issued) will be offset by increased expenditures on the 10 major 
projects. The chief causes of the increased prices are expected to be 

imported inflation due to rising commodity and capital goods prices in the world 
market, rising wages domestically and the large increase in money supply. 

As production increases, total employment should rise at a slightly higher 


* NT$3.5 billion authorized in the general budget plus NT$3.6 billion in a 
special expressway budget. 
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rate than new laborers enter the market so that unemployment should decline, 
perhaps to around 3.5%. (about 5% at present according to the Embassy 
assessment). 


IMPLICATIONS FOR U.S. TRADE 


After reaching a record US$1.68 billion during 1974, ROC imports from the 
United States slipped to $1.65 billion in 1975, a decline of 1.8% reflecting 
the generally depressed state of the world economy. As total ROC imports 
declined by 14.8%, and imports from Japan, Taiwan's principal supplier, fell 
by 18.7% to $1.8 billion, the United States, despite an absolute decline in 
sales, was able to improve its market share in the ROC from 24.1% in 1974 to 
27.84 in° 2975. 


Leading categories of U.S. exports for the year were agricultural products 
(excluding cotton) ($408 million*), machinery ($348 million*), electrical 
and electronic equipment and supplies ($181 million*), chemicals ($148 
million*), textile materials (including cotton) ($127 million*) and metals 
($123 million*). Despite the decline in total exports, several categories 
registered gains over the previous year, including chemicals (+62.6%), 
machinery (+5.4%), farm products (+4.3%), and textiles (+2.4%). Electrical 
and electronic equipment and supplies (-21.3%) and transportation equipment 
(-37.3%) however, declined, accounting for much of the overall loss. The 
ROC's exports to the United States in 1975 were 10.5% lower than in 1974, 
dropping from $2 billion to $1.8 billion. The principal categories were 
textiles ($480 million*), electronic and electrical equipment and supplies 
($373 million*), plastic products ($200 million*) and plywood ($101 million*). 
Electronic and electrical equipment and supplies dropped by 39.0% from 1974 
and were the principal reason for the decrease in total exports. Two-way 
trade in this sector is closely related and the decrease in U.S. exports of 
components to the ROC was caused in large measure by the drop in U.S. demand 
for finished products. 

in 
With the continuing upswing/the ROC economy, demand for imports of U.S. 
industrial equipment and supplies and raw materials should strengthen during 
the coming period. The government's interest in moving the country's industry 
onto a high technology base over the next years will provide good sales 
opportunities in a wide range of fields. The ten major infrastructure pro- 
jects in the ROC which are now underway will provide a stimulus for further 
industrialization and additional demand for sophisticated equipment. 


Current Sales Prospects 
Embassy studies and independent market research show that the following 


industry categories and products appear to have good potential in the current 
market: 


Electronic production equipment, e.g. parts & accessories for diodes, rectifiers, 


* Extrapolated from 1l-month data. 
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transistors; integrated circuits and semiconductor devices; test instruments 
for electrical and electronic products; automatic IC assembly equipment; 
and semiconductor processing equipment. 


Electronic components, e.g. capacitors; parts and accessories for electronic 
tubes; resistors; diodes; rectifiers; transistors; color TV picture tubes; 
LSI's; LED's; and thyristors. 


Computers and related equipment, e.g. storage devices, random access, for 
electronic computers; parts and accessories for basic electronic computer 


devices; remote terminals; minicomputers; and microcomputers. 


Food processing and packaging equipment, e.g. refrigerating units, centrif- 
ugal, hermetic-type, 


Air and water purification and pollution control equipment, e.g. water 


purifying machines and parts; heat exchangers; machinery and parts for treat- 
ing materials by temperature changing; desulphurization equipment; electro- 
static precipitators; and odor control equipment (or materials). 


Energy systems, e.g. valves, nonautomatic; cocks, fittings, and parts of 
nonferrous metal; generation equipment, diesel, 100-1000 kw; transmission 
equipment, high temperature tolerance; and flow and proportional mix pumps. 
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